fyfcU $ Question of Incentives 


I T S WELL UNDERSTOOD that the welfare 
reform bill the House passed in March would lead 
to a cut in federal welfare spending. That ’s one of 
its purposes. Less well understood is that it might lead 
to a cut in state welfare spending as well. The 
governors talk as if they’d welcome the shift of 
responsibility for welfare to the states from the federal 
government The implication is that, by virtue of the 
shift, the states would end up doing more. But the 
House bill creates an entire new set of financial 
incentives for the states with regard to welfare, and 
the new inducements are such that the neediest states 
particularly might be inclined to do less. 

The House legislation assumes with regard to wel- 
fare mothers that changed incentives will produce 
changes in behavior. Surely the same is true of states. 
Under present law, federal welfare spending is trig- 
gered by state spending decisions. To generate federal 
dollars, states must first spend dollars of their own. 
There would be no such requirement under the 
House-passed bill. States would get their federal wel- 
fare dock grants no matter how much money of their 
own they spent — the same amount if they spent less as 
if they spent more — and the bill includes no mainte- 
nance-of-effort provision, so that the states would be 
free to reduce their spending as much as they chose. 

That’s part of the change; the downward door is 
open. The rest has to do with the nature of the present 
federal matching formula and the relationship between 
welfare and other federal programs for the poor, 
particularly food stamps. Currently, if a state inre-pag ^ 
welfare spending by raising benefits or expanding 
eligibility, federal spending goes up as welL The match 
vanes from state to state — the feds pay a larger share 


of welfare costs in lower-income states — but on aver- 
age it s about 55 percent. To keep things simple say 
that an extra $1 of state welfare money earns an extra 
$1 of federal money as well. Then comes an interac- 
tion with food stamps, since the more a family gets in 
welfare, the less it's entitled to in stamps, which are 
entirety federally financed. In this example, stamps 
spending would be cut 60 cents. State spending would 
go up $1, federal aid would go up a net of 40 cents (the 
welfare increase minus the stamps offset) and the 
welfare family would be ahead $1.40. 

Under the House bill, however, if the state raised its 
welfare spending $i, (a) there would be no federal 
match but (b) there would still be a food stamps offset 
The state for its $1 would lose 30 cents in federal aid 
and the welfare family would be only 70 cents ahead. 

The reverse is also true, in that if a state cuts 
welfare spending now, it ends up a net loser of federal 
aid; it (and its welfare families) lose more in welfare 
matching funds than they gain in stamps. Under the 
House bill, however, if a state cut its welfare spending 
it might actually gain, since its federal welfare grant 
would remain the same and its welfare families would 
be eligible for more in stamps. The gain would be 
limited, though, because spending for stamps is also 
capped under the House bill — and while the state 
might be better off, its welfare families would not The 
extra stamps wouldn’t make up for the welfare loss; 
their total benefits would still be down. 

These disincentives for the states to take on the 
responsibility the House Ml thrusts on them amount to 
yet one more example of what is wrong with that ML 
The Senate can write better legislation, and it should. 



